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e Policymakers need to take a hard look at the incentives the higher education system is 
designed to produce and consider the big changes needed to drive better outcomes 


for each set of payers. 


e If students borrow responsibly for college and earn a good living after they graduate, 
their alma maters should benefit too. However, if they make too little to repay what they 
borrowed, the institutions, not taxpayers, should bear the burden. 


e To begin to address these challenges, Congress could make income share agreements 
provided by each student's institution the primary (or sole) federal financing option avail- 


able to students. 


Like all income share agreements, students with a risk-sharing income share agreement, 


or “rlSA,” would have their education paid for upfront in exchange for repaying an 
affordable percentage of their income for a predetermined number of months thereafter. 


One might be forgiven for thinking that the higher 
education policy debate boils down to a simple 
question: Should college be a federal government 
entitlement, or should the federal government get 
out of higher education finance entirely? While, in 
the short term, some debt forgiveness looks like a 
more plausible proposition than a significant fed- 
eral pullback does, neither full debt forgiveness 
paired with totally “free” four-year college nor a 
full unwinding of the Higher Education Act (HEA) 
of 1965 are likely. Instead, in a world where taxpay- 
ers and students (or their parents) are likely to 


continue to share the cost burden of college, poli- 
cymakers need to take a hard look at the incentives 
the current system is designed to produce and be 
willing to consider the big changes needed to drive 
better outcomes for each payer. 

Today, institutions of higher education may 
charge whatever they wish for the education they 
provide, and the government provides the capital 
for students’ tuition through loans without institu- 
tions bearing any meaningful risk if students do 
not repay. Naturally, this drives up costs and bor- 
rowing. On top of tuition and fees, students can 


borrow for living expenses, study abroad, and 
more, which can quickly lead students to rack up 
more debt than they can afford.’ This is particu- 
larly true if they are pursuing a field that does not 
pay especially well, which can vary widely both 
within and across institutions.” 

Institutions even acknowledge these problems 
and say they would limit irresponsible borrowing 
by their students if they could.3 However, the fed- 
eral government generally prohibits this to avoid 
redlining and because many in Congress view fed- 
eral loans as an entitlement that they do not want 
an institution to curtail. Giving colleges greater lat- 
itude to limit overborrowing would be a good start 
to decreasing student debt. Allowing them to set 
limits on borrowing based on each student’s pro- 
gram of study would be even better. 

Ultimately, however, institutions will not be 
truly incentivized to control costs and overborrow- 
ing until policymakers tie each student’s outcomes 
to those of their institution. If students borrow 
responsibly and earn a good living after they graduate, 
their alma maters should benefit too. However, if 
they make too little to repay what they borrowed, 
the institutions, not taxpayers, should bear the burden. 

Some institutions seeking this student-friendly 
bargain have offered their students income share 
agreements (ISAs), an alternative to loans, which 
require students to pay a percentage of their earn- 
ings over a set number of months, instead of prin- 
cipal and interest. Andrew P. Kelly, senior vice 
president for strategy and policy at the University 
of North Carolina System Office, has been a leader 
in developing and championing the modern ISA4 
Because American higher education is only several 
years into this project, ISAs are available to few 
students. However, it may be possible to offer ISAs 
to all higher education students nationwide and 
simultaneously use that financing to ensure insti- 
tutions have “skin in the game.” 

By making ISAs both the repayment and accounta- 
bility system, institutional success is tied to student 
success without a complex, backward-looking, 
government-directed formula such as the Barack 
Obama administration’s Gainful Employment rule, 
which the Joe Biden administration recently 
announced it will seek to resurrect. But the possi- 
bilities for ISAs only begin there. Such a system can 
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also incentivize students to pursue academic pro- 
grams with stronger career outcomes and institu- 
tions to offer more such academic programs with 
the promise of better financial returns for student 
and institution alike. With incentives changed, one 
can expect an entire new ecosystem of supportive 
partners to finance, deliver, and support students 
across the postsecondary education landscape. 

The federal government already provides several 
repayment options that are tied to a borrower’s 
income, but they share common challenges. Among 
them are the complexity of choosing the right pro- 
gram and understanding what monthly payments 
might be.’ Further, in income-driven repayment 
plans, loan balances are forgiven by taxpayers after 
a certain number of payments, and the balance that 
is forgiven is then taxable (Figure 1).° And, of 
course, whether a student repays in full or repays 
nothing has nearly zero direct impact on the insti- 
tution where they studied.’ 

To begin to address these challenges, Congress 
could make ISAs provided by each student’s institu- 
tion the primary (or sole) federal financing option 
available to students. Just like with all ISAs, stu- 
dents with a risk-sharing income share agreement 
(rISA) would have their education paid for upfront 
in exchange for repaying an affordable percentage of 
their income for a predetermined number of 
months thereafter. These payments would be sub- 
ject to limits and other consumer protections set 
by Congress, mirroring many of those in the fed- 
eral loan program. Sen. Todd Young’s (R-IN) ISA 
Student Protection Act provides insights into how 
to establish basic parameters around ISAs.° 

While the Treasury would provide upfront 
capital, the student’s college or university would 
be responsible for repaying principal and interest 
to the federal government. Anything collected 
through the ISA from the student above the 
amount borrowed would be the institution’s to 
keep, but any shortcoming would be the institu- 
tion’s responsibility to reconcile. In other words, 
the relationship between an institution and the 
federal government would essentially be a loan 
agreement, but the relationship between an insti- 
tution and its students would be an ISA.9 

Under the plan, institutions would also have the 
flexibility to vary the types of investment (federal, 


Figure 1. Interactions Under rlSA Financing 
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Source: Adapted from a presentation at the 2019 Federal Student Aid Conference. 


institutional, private, or charitable) across aca- 
demic programs and set different repayment terms 
(i.e., percentage of income owed and the repay- 
ment term length) for students depending on their 
major. For example, students in a top business pro- 
gram might receive more funds from their institu- 
tion or even attract outside investment capital and 
receive favorable terms. On the other hand, stu- 
dents enrolled in a midrange art history program 
with poor future earning potential might see less 
favorable terms. 

Institutions may also set different terms for an 
undeclared freshman (riskier) versus a senior 
scheduled to graduate on time (less risky), which 
could incentivize completion. Institutions would 
be strictly prohibited, however, from setting rISA 
terms based on family income or other factors, 
such as race, that are protected under the Fair 
Lending Act. 

Another positive side effect is rISAs would drive 
students toward programs with strong labor mar- 
ket value, including high-quality liberal arts pro- 
grams, which employers still highly value, and 
away from programs in which students are less 
successful after graduation.!° A risk is that rISAs 
would draw students away from more creative endeav- 
ors or careers such as teaching that often pay less. 

This can be addressed, however, by redeploying 
need-based scholarships and other aid toward 
students in these high-value, lower-paying occu- 
pations and by reassessing decades of credential 
inflation that have been enabled by easy access to 
capital regardless of a student’s program. This 
institution-led approach could have other benefits 
too. Institutions could finally work with their stu- 
dents to limit overborrowing. They could also 
make scholarship and tuition discounting go further. 
Today, a dollar in grant aid is a dollar the institu- 
tion will not see again. However, by packaging aid 
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into the rISA itself and providing generous terms 
that expect less than a dollar-for-dollar return, 
institutions can allow high earners to offset low 
earners and to maintain support for the arts and 
other high-value occupations. 

In addition, as with existing ISAs, an rISA could 
accommodate a recent graduate interested in 
starting a family or performing unpaid public ser- 
vice after graduation more easily than loans could. 
Contracts could allow repayment terms to be 
extended a few years—but not indefinitely—if a 
graduate is out of work, whether by choice or not. 

Since established institutions, rather than col- 
lege students, would be responsible for repaying 
the federal government, the risk to American tax- 
payers would be reduced with each new rlSA. Insti- 
tutions might also start funding programs, such as 
engineering, which are likely to see a larger return, 
with their own capital, that of investors, or schol- 
arship-granting organizations. As repayments 
begin to flow and rISA pricing becomes more pre- 
cise and predictable, institutions may eventually 
decide that federal strings simply stop being worth 
it and decline further federal support. 

Because the institution can supplement (or offset) 
federal capital with its own, or that of investors, an 
rISA could have benefits similar to a postsecondary 
lifelong learning account. Courses and other ser- 
vices that would not otherwise be eligible for fed- 
eral aid could be paid for with nonfederal funds but 
packaged into the same rISA. An English major 
could enroll in a coding boot camp, or a student in 
a general studies associate degree program could 
earn a welding certificate from his or her community 
college’s not-for-credit offerings. Each student 
would enjoy a more complete educational experience 
but still make a single, affordable payment tied to 
his or her income (Figure 2).” 


Figure 2. Some rlSA Design Possibilities 
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Some conservatives are reasonably worried 
that federal endorsement of rISAs will crowd out 
private ISAs just as federal loans’ generous loan 
subsidies and forgiveness options have crowded 
out private loans, leaving students with fewer 
options. What must also be acknowledged, however, 
is that ISAs are one option that has already been 
crowded out by federal policies. 

Even with significant resources and strong, 
visionary institutional leadership behind ISAs at 
places such as Purdue University, the Back a 
Boiler program is not available to freshman, students 
without a declared major, or those studying part- 
time. Instead, the program makes clear that it is 
designed to replace last-dollar loan programs 
such as private loans or the federal PLUS program.” 
At other institutions, too, ISAs do not supplant 
federal direct loans. 

Mitch Daniels, president of Purdue, deserves 
tremendous credit for proving ISAs can work in 
practice, not just in theory, and for putting institu- 
tional funds on the line to do so. Early-stage ISA 
companies do too. It has taken real bravery and 
dedication. However, as long as the federal loan 
programs exist in their current form, ISAs are unlikely 
to replace most federal financing for most students. 

Moreover, today’s private ISAs face challenges 
in accurately assessing borrower earnings and 
collecting payments. Both functions could be 
handled through the tax code and paycheck with- 
holding, dramatically simplifying the process for 
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Education 


students and reducing 
overhead and risk for 
institutions and = ser- 


vicers.8 
While rISAs would 
Engineering be federally capital- 


ized, they would not 
be federally run. Insti- 

tutions would be free 

to choose _ servicers 
Scholarship and other partners, 
which they cannot do 
with federal loans. 
They would be incen- 
tivized to work with 
those that are best at 
providing excellent 
customer service to 
their alumni. Unlike 
today, case-by-case exceptions could be made to 
give a break to students facing hard times. Institutions 
could also design their own programs to educate 
students about repayment and have greater lee- 
way to provide disclosures. Today’s loan system, 
by contrast, buries students in a mountain of 
paperwork and notifications designed by “con- 
sumer advocates,” which (if they are read at all) 
rarely serve to educate but frequently intimidate. 

Replacing the HEA’s maze of loan and repayment 
programs with ISAs may be difficult in today’s 
Congress, but there is nothing fundamentally new 
here that Congress has not endorsed before. Shar- 
ing risk with institutions was a key component of 
the popular Perkins Loan Program, and, as men- 
tioned, existing income-based repayment plans 
have similar components to ISAs. 

But it is not altogether clear that Congress 
would even need to authorize this type of program. 
In 2019, I worked at the Department of Education, 
where we developed a pilot proposal that would 
have allowed institutions to create ISAs (or new 
types of loans) by agreeing to repay students’ fed- 
eral loans.'4 Using the HEA’s Experimental Sites 
authority, the department would have piloted the 
idea with a handful of schools by waiving the prohibi- 
tion on an institution limiting a student’s borrow- 
ing. The department would also waive an obscure 
rule that can count an institution’s repayment of 
its students’ loans as a default if they are doing so 


Source: Adapted from a presentation at the 2019 Federal Student Aid Conference. 


to “game” the department’s cohort default rate 
accountability measure. 

The proposed experiment was never launched 
due to the need to quickly shift focus to COVID-19 
relief, but an interesting fact eventually became 
apparent: The waiver to allow institution-set bor- 
rowing limits helps students but is not essential 
to setting up this type of arrangement. The cohort 
default rate provision is triggered only if institu- 
tions “or any other affiliated entity or individual 
make a payment to prevent a borrower’s default 
on a loan.” It is not triggered, for example, if an 
institution makes payments on traditional loans 
to incentivize program completion or working after 
graduation as a medical professional in a rural area. 

So, if neither waiver is necessary, could insti- 
tutions try this today? The Department of Educa- 
tion has, unfortunately at times, “reinterpreted” 
the rules after an institution decided to color too 
far outside the lines. Even so, maybe an institu- 
tion is brave enough to try. If not, policymakers 
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must work these creative financing options into 
thie HEA, 

That may require conservatives to accept ongoing 
federal support if it holds institutions accounta- 
ble and protects taxpayers. For progressives, that 
means accepting a world in which those who ben- 
efit from the education pay for some of it but 
within a framework that provides students with 
clearer incentives and a less adversarial relation- 
ship with their source of financing. Big changes 
are needed, but significant opportunities remain 
for policymakers to support students within the 
existing framework, even if their primary goal remains 
to have taxpayers cover either all college costs or none. 

Ultimately, all parties should be able to sup- 
port financing arrangements that ensure students 
can afford their monthly payments; open doors to 
new, career-aligned educational offerings; and 
empower institutions to design arrangements 
that work for their students. These changes alone 
could revolutionize higher education opportunity 
in America. 


Michael Brickman is a national public policy leader who specializes in developing cutting-edge innovations 
in education reform, skills-based hiring, and the future of work. He advises companies, nonprofits, and inves- 
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